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Research Brief #5 
 

What is a reasonable broker’s commission? 

 
 
We won’t presume to answer this question. The life settlement market needs more 
efficiency and disclosure, but it doesn’t need price-fixing. We’ll simply make a 
few observations to help you decide what is reasonable and what isn’t. 

The current state of the life settlement market 

1. Life settlement brokers can provide services that are worth paying for. They 
prepare the documents that are needed to complete a life settlement 
transaction. They know the buyers in the market, and they can judge which 
buyers are most likely to make attractive offers. In some cases, they may be 
able to influence buyers to make higher offers. 

2. Life settlement brokers often pay more than $1,000 for Attending Physician 
Statements and life expectancy appraisals. They lose this investment if there 
is no sale. It is common for brokers to incur expenses without making a sale 
more than half of the time. Each successful transaction has to cover the 
expenses incurred for the unsuccessful ones. 

3. Life settlement brokers typically share their commission with the life 
insurance agent who brings the case. It is common for the agent to get up to 
two-thirds of the commission, even when the broker does most of the work. 
The agent also receives a commission when a new life insurance policy is 
purchased to replace the policy that is being sold. 

4. Life settlement brokers may sometimes receive additional payments from life 
settlement providers. A similar practice by commercial insurance brokers has 
recently led to litigation, fines and unfavorable publicity. 
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5. It is common for brokers to charge a commission equal to 6% of the death 
benefit. If the commission is 6% of the death benefit and if the gross purchase 
price is 15% to 30% of the death benefit, then the commission is 20% to 40% 
of the gross purchase price.  

6. It is instructive to compare the real estate market and the life settlement 
market. The average price of a house and the average price of a life insurance 
policy are similar. Both transactions involve finding buyers for a unique asset, 
and they both require a lot of paperwork. A standard real estate commission is 
6% of the sales price, and there are discount services that charge a fraction of 
the standard commission. 

7. Some life settlement brokers charge less than 6% of the death benefit. Some 
brokers charge a percentage of the gross purchase price rather than a 
percentage of the death benefit. Some brokers charge a percentage of the 
difference between the gross purchase price and the cash surrender value. 

8. The incentives and disincentives of different commission structures have not 
been fully explored. The standard practice of charging a percentage of the 
death benefit seems bizarre, because the broker gets the same commission 
regardless of the purchase price. However, no approach is perfect. If the 
commission is a percentage of the gross purchase price, the broker gets 
rewarded if the policy has a high cash surrender value. If the broker’s 
commission is based on the difference between the gross purchase price and 
the cash surrender value, the broker gets penalized if the policy has a high 
cash surrender value, even though the cash surrender value may not be a 
significant factor in determining the gross purchase price. 

What you can do 

9. Life settlement commissions are negotiable. The state anti-rebating laws that 
prevent the direct negotiation of life insurance commissions do not apply to 
life settlement transactions. 

10. There is no law that prevents you from insisting on the full disclosure of the 
commission and any other payments received by the broker or referring agent 
that are directly or indirectly related to the life settlement transaction. If you 
want to know about potential conflicts of interest, you are free to ask. And if 
you can’t get a straight answer, you are free to walk away. You own the asset, 
and when you walk away, the asset will go with you. Of course, if you don’t 
want to take the actions that are necessary to protect your interests, you 
always have the easier option of letting other people take advantage of you. 
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11. You don’t have to accept the commission arrangements that you find in 
today’s life settlement market. You can create your own. For example, you 
can offer a base percentage of the purchase price plus an incentive fee for 
gross purchase offers that exceed a specified benchmark. You can decline to 
pay a commission on the portion of the gross purchase price that represents 
your cash surrender value, although to do this properly you would have to 
find out the impact of the cash surrender value on the gross purchase price. 

12. In some states, a life settlement broker owes a fiduciary duty to the 
policyowner, by law. Fiduciary status implies a high standard of disclosure 
and accountability  Brokers who have a fiduciary duty take a greater legal risk 
in engaging in unethical practices. You may want to take fiduciary status into 
account when you negotiate the commission. 

13. If you are buying a new life insurance policy to replace the policy that you are 
selling, the life insurance agent will earn a commission on the new sale. You 
can treat the sale of the existing policy and the purchase of the new policy as 
one integrated transaction that generates a pot of money to compensate both 
the life settlement broker and the life insurance agent. Each piece of the 
transaction will depend upon the successful completion of the other piece, so 
the broker and agent will have an interest in working together. The division of 
the total pot between them will depend upon the actual circumstances. 

14. Here’s a short disclosure form to help you understand the compensation 
arrangements of brokers and referring agents: 
http://www.whatsmypolicyworth.com/wmpw_docs/wmpwdf1.pdf 

 
Broker compensation practices will evolve as the life settlement market matures. 
Policyowners and their financial advisors can take an active role in designing 
compensation arrangements that reward brokers for acting in the best interests of 
policyowners. 
 
Glenn S. Daily 
June 28, 2006 

http://www.whatsmypolicyworth.com/wmpw_docs/wmpwdf1.pdf


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


